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Lodi Re?oiv~ng Loan Fund (RLF) IS d e ~ i ~ e d  to meet the capital needs of businesses 
located in or ~ o v i n ~  to the City of Lodi. An RLF, in this context, refers to a loan program in 
which loan r e p a ~ e ~ l ~  are “revolved” or “recycled” to be loaned again in the same progam 

The RLF wxll provide ap~ropnate assis~ance to businesses, which in turn create full time jobs 
while increasing tlie overall economic base of the c o ~ u n j t y .  

The RLF i s  designed to provide no more than one-quarter of a project’s total financing 
re~uireme~t$. 
The RLF will only provide the fun s necessary to bridge the financ~al gap that allows ?he 
project to move forward. 
The RLF i s  targeted to businesses ?hat have the greatest potential for long-term job 
creation, p ~ ~ a R ~ y  benefit sons in the Targeted Income Group’(TiG) - which is a 
national objective of the CDBG progzam. In addition, priority will be given to 
projects with other local public b e i i ~ ~ ~ s ,  such as contribnt~on to the City’s tax base, and 
local i ~ ~ e s ~ m e n t .  

m 

The source of the funding for the RLF is the C o m ~ ~ i t y  Revelopment rant  pro^^ 
through the 

County of San J o a ~ u ~ n ,  and the repa~nent of principal and interest from existing loans. Federal 
requirements are ~ n c o ~ o r a t e d  into the use of these funds. 

6) of the federal ~ e p a ~ m e n t  of Housing & Urban ~ e v e ~ o p m e n t  

loan amount. Borrowers must, however create at least 
for each $~5,000, or fraction thereof, they receive in RLF assistance. 

The following ~ i ~ e l ~ n e ~  have been adopted to clarify the program basis for making loan 
commi~me~t   decision^. 

goal is  to leverage at least three private dollars 
dollar loaned. On a case-by-case hasis with 

~irojec~s ~n~,olving large job creation, this leverage requi~ement may be relaxed, Owner 
equity can be cash and/or iand. Land will only be counted for e o n s t ~ c t ~ o n  projects. 
~ ~ ~ e n d i ~ u r e s  niade by the loan applicant pnor to the RLF loan award are not counted 
unless made as part of the subniitt~l, and made within 60 days o f  the appli~ation 

’ A houseiioid whose annual income IS less than 80% of the county median income as defined by the County o f  San 
lcaquin CDBG Program The income amounts change annually See A t t a c ~ e n t  A for 2006 income levels. 
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submittal to the RLF, and are related to and in anticipation of RLF funding. If the equity 
is relaxed for a project, additiona~ collateral will be required. 
s: Not to exceed seven (7) years depending on the asset being financed, the 

financial gap, and the demons~ated need for the RLF funds. This is subject to 
participatIn~ lender cntcria and the quality o f  collateral. A call provlsion prior to the loan 

e may be i n c o ~ o ~ a t e d ,  
te: The interest rate IS set based on the business needs and financial gap o f  

each loan. If the financial gap 1s the availab~lsty of capltal, the interest rate shall be near 
market rates for the asset being financed. If the ~nancial  gap i s  the cost of capital (rate, 
tenn or collateral requirenients), then the interest rate is set by evaluating the businesses 
financial condition to detennine at what interest rate the proposed project and job 
creation become viable. 

ees: There is no fee charged for the Phase 1 of the loan application process, the 
lnitial Phase. The fees for loan processing in the Second Phase range from .5 percent 
(3%) to three percent (3%) of the loan moun t  requested, depending upon the specifics 
o f  the loan. The applicant must pay for any special services required for the loan 

search special en~~i~onmental studies, and appraisals. 

se-by-case basis, payments may be defened if warranted by 

st one full time equivalent job (1,750 hours annually) per $35,000 
t h e r e o ~  must be achieved for each business assisted. Two 

permanent part-time jobs (at least 875 hours annually) can be aggregated to count as one 
full time equivalent job in the same project. At least 51% of all jobs create~retaiIied shall 
be held by Targeted Income Group (TIG) persons. See Attachment “A” for Current 
Income Limits of Targeted Income Group. 

e ~ ~ s :  All RLF loans are to be fully secured for 100% collateral 
the RLF Program. No u~i~ccured loans shall be made. Types of 

Real Estate - hens oil real property supported by appraisals establishing sufficient 
equity generally utilizing a 100% loan to value ratio. 

of the bns ines~~ 

collateral may include one or more of the following: 

I Deeds of Trust. 
F financed machinery, eqnipment~ or other fixtures, generally a 95% 

- 
- , as a ~ p ~ o ~ r i a t e .  

i n s ~ a n c ~  on ~rincipals. 
Other collatera~, as apprQp~iate. 

cts and legal forms. 
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Federal and State Labor §tandards where applicable. 

UI NTS 
credit cnteria will be applied by the LF. These ~e~uirenients must be 
n with the provisions o f  RLF assistance so that the assistance is not 

allowed to compensate for deficiencies in these criteria. An ~pplicant must: 

Demonstrate the ability to operate the same type of business successfully for 3 years, or 
document the contracted expertise necessary to offset deficiencies in the pnncip~’s  
back~ound or training. 
If circumstances warrant, agree to attend Small Business a eve lop men^ Center business 
plan, financial and marketing cou Nave enough financial strength and borrowing 
ability or equity to operate with the assistance, on a sound financial basis. 

m 

he proposed assista~ice i s  reasoiiabty secured to assure r e p a ~ ~ e n t .  
the past earning record and future prospects of the business indicate ability to 

repay the loan aiid other fixed debt, if any, from the operation of the business. 

-going private, for profit busine§~ concerns, co~orations, 
p~oprietorsh~p~ that are classified as indus~al ,  commercial or retail 
e located in or exp~iding to the City of Lodi. The project to be financed 

with the RLF Program must be within the i n c o ~ o ~ a t e ~  area of the City of Lodi. 

astmcture and off-site improvements. 
a Land costs, ~ncluding ~ ~ g i n ~ e r i n  

associa~ed with the acquisi~jon 
Building const~ction costs, iiicluding real estate, engineer in^, architectural, 
related costs associated with acquisition, c o n ~ t ~ ~ c t i o u  and rehab~lita~ion o f  buil 
tenant imp~ovements. (See note below regarding Labor Standards and ~reva~l ing  Wage.) 
Purchase of inventory, fu~i ture ,  fixtures,  chine^ and equipme~t. 
r m p a c ~ ~ i ~ ~ g a ~ i o n  fees. 

legal, grading, testing, site mapping and related costs 
preparat~on o f  land. 

eeial Note 
The use of loan funds in pnvate construc~~on tnggers federal Labor Standards and requires the 
~ a ~ i e ~ t  of ~ ~ ~ v a ~ l i n g  Wage. In a ~ d i t i ~ n ,  the use o f  loan h d s  for any of the eligible costs may 
trigger state ~revaili This i s  detern~~ned on a case by case basis, and should be 
discussed with loan s 

I 

Wage. 
as early in the process as possible. 

Projects which do not meet rpose of  the program are not eligible. 
grmt execution, or prior to submittal of  the loan 

v i r o ~ e n t a l  review conipletion are ~ n e l i g i ~ ~ ~ ,  except for 
ly identified in the app~iea t io~~ 

Projects, which are not located in the City o f  Lodi. 
Projects which involve the relocation of  res~dents or businesses. m 
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Projects that propose the refinancin of existing debt are not eligible. 
Projects are not eligible if they reate a conflict o f  interest pursuant to California 
~ o v e ~ ~ e n ~  Code Section 87100 et seq. for any current City elected official, appointed 
official, or employee. 

Loan Program will be operated through a combination of 
etains the option to modify these service providers, once 
e City has experience with it. 

unty Business RLF, and Farmers & Merchants Bank, 

on status of  business loans, jobs 

o m  Advisory Board. 

loan documents 

been made, provide loan se~ic ing .  
it annual loan 

Provide i n c o ~ e  ~ e ~ ~ c a t i o ~  process to certify Targeted Income Group benefiting from 
created jobs. 

a 

be used for City loan  pro^^  document^. 
ents for each loan. 
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Based upon ii~format~on provided by the potential a p p ~ i c ~ ~ ,  a committee of City staff will 
review the project for loan a ~ p ~ ~ c a t i o n  a~pro~r i a~eness  and e l ig jb~~i~y.  The C o ~ i t t ~ e  will be 
composed of the City Manager, Deputy City Manager, and Community Development Director. 
No fee will be charged for this phase. 

business and project, 

potential for TIG benefit 

In the event the potential project has been determined to be an eligible project and appropriate 
for GDBG loan consideration, the appl~cant will complete a Lodi Revolving Loan Fund 
Application. 

of the loan appl~cation process, the County usiness Loan Program will act 
tative and prianary contact as the ioan applica~t compiles all necessary lorn 

ts. The County ~ u ~ i n e s ~  Loan P ~ o ~ a m  will conduct the loan u n d e ~ i t i n g  
U n d e ~ n t i n g  ~uideliiies, which are attached to these Guidelin~s. City staff 

will provide oversight to the program and all aspects o f  it. 

As a result o f  the o m  u i i ~ e ~ r i ~ i n ~  process, a Credit Memo will be prepared with an analysis of 
the loan and the com~ended  action to be taken. If a loan i s  recommended for approval, the 
Credit Memo WI oiitain the loan structure, including terms and conditions. The Credit Memo 
will be sent to the Loan Advisory Commit~ee. 

Comn~ittee (LAC) is responsible for revi g loan applications as 
erator, the County RLF 

endations ofthe Loan Advisory Committee are made in writing to the City 
Manager The City Manager will make the final decision on approval or denial of all loan 
ap~iications §ubmitted, ine~uding terms and conditions of loan a~eements .  All projects moving 
forward from the Initial Screening Phase and completed Loan App~~eations will be brought 
before the LAC. 

The Loan Advisory ~ o m ~ ~ ~ t e ~  shall be composed of 3-5 persons and appointed by the City 
~ a n a g e r .  The a~poiiitments will be persons with business and/or banking experience. 

e Crcdit Memo provided by the City’s P r o p  

P S 
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On average, the RLF review process takes six to eight weeks from submi~al of a complete loan 
application thro Loan Advisory Committee review. Every effort will be made to facilitate the 
process to coincide with the other ~unding sources and the project’s r e ~ u i ~ e m e n t ~ .  

4 

proved, final loan documents will be prepared by the Fanners &k Merchants 
a&. The bank, acting as the city’s representatjve~ wilt conduct the loan closing, with oversight 

by City staff. 

G 
ation to b e n e ~ t  ~ a r ~ e t e d  Income Group p ~ ~ o n s ,  the business will be 

Agreement, which commits the borrower to use the 
County job training program, as the first source from 

which. to hire new employees. WorkNet i s  accustomed to assisting employers to find workers 
within its clientele, and has an office in Lodi. Referrals from WorkNet will have undergone the 
income v e r i ~ c a ~ ~ o n  process which documents their Targeted Income Group status. 

IR the event the business does not hire from Worknet, the City’s Program Operator, the County 
Business R.LF, will conduct the inconie venfica~ion ofjob a p p l i c ~ t ~ .  At least 51% of the jobs 
created as a result of the loan funds must be filled by persons &om the Targeted Income Group. 

First Source Wiri 
et, the San Joaqu 

AT 
In the event the business does not create the jobs as specified in the Loan A ~ e e m e n ~  and related 
docunients, the City will declare the loan in default and require full r e p a ~ e n ~ .  

o read and understand the i n f o ~ a t i o n  outlined above. If you are interested in 
ut the p r o ~ r a ~ ,  please contact: 

Joseph Wood 
C o i ~ ~ u i i i t y  I m p ~ o v e ~ e n ~  M ~ a g ~ r  
City o f  Lodi 

et, P 0. Box 3006 

~wood~lod i .gov  
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Note. These figures change annually, and are provided by the San Joaquin County CDBG 
Pr0gr;ram. 
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The loan u n d e ~ r i t i n g  policies of the City of Lodi RLF are designed to assist businesses that 
could not proceed without the RLF assistmce and to ensure that the RLF assistance i s  
‘ ~ a ~ p ~ o p ~ a t e ”  as defined by IfUD 

H u TI 

The City of Lodi has adopted the END unde~~r i t i ng  ~ i d e l i n e ~  to d e ~ e ~ ~ n e  whether a proposed 
~ ~ p ~ j a r e  to assist the business expansion or retention. In addition, the project 

will be reviewed to determine that a ininirnum level o f p u  Zic ~ c i i e ~ #  will be obtained from the 
expe~iditurc of  the CDBG funds. 

The objectives offhe un~erwrlc~Fi~ ~ ~ ~ e ~ i ~ ~ e s  are 25 ensure that. 

d for non~Federa1 ~nancial  support. 

s equity i n v e s ~ e n t  will not be u ~ ~ ~ s o n a b l y  high. 
rata basis with other ~iiaricing provided to the project. 
ceived from the expend i t~e  o f  RLF funds. 

: A11 project costs will be reviewed for reasoiiableness, and to avoid provid~ng 
either too much or too little RI,F assistance. The amount of  time and resources expended 
c ~ a ~ u a t i n g  the rea~onablene~s of a cost element shall be commensura~e with its costs. In some 
instances, it will be necessary to obtain third-party f a i r - m ~ ~ e t  price quotations or a cost 
estimate. ~ a ~ ~ c u l ~  attention will be focused on documenting the cost elements in a non-arm’s 
1 ength transacti oil. 

: Prior to the commitment of RLF funds to 
e if sufficient sources of  h d s  have been 

identified and ~ o ~ ~ i t t ~ d  to the proj rrower and ~a~ ic ipa t ing  lenders have the ~ n a ~ ~ i a i  
capaci t~ to provide the funds, surd to ascertain if the project i s  viable and will move ahead in a 
timely mmner. In certain circumst~ces,  the RLF may commit i t s  hnds in advance of final 
~ ~ ~ m m i ~ I ~ i e n ~ s  from other ~ n d j n ~  sources. However, to conduct the u n d e ~ n t i n g  analysis, the 
a~p~ox ima te  ternis and coiiditions o f  the other ~ n d i n g  sources should be known. Final 
conimitments from the other fund~ng sources will be required, with subs~antiaIly similar terms 
and conditions as used in the underl~ing analysis, prior to any loan closing or disbursement of  
funds. 
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rL: The pro-ject will be 
be used to substantially 

reduce the amonnt o f  n o n - ~ ~ F  ~ n a n c ~ a i  support for the project. 

In order to receive RLF funds, a project must have a ‘6financial gap.” This gap must be 
documented. There are t h e e  types of ~ n a n ~ i a l  gaps, two are discussed below, and the third i s  
discussed under the criterion “Return on Equity Investment.” One project may have two different 
gaps. The types of gaps are as follows: 

The project can afford the cost of ~nancing, but is unable to 
obtain and/or equity sources. In regard to debt, the gap may be a result 
of a lender’s loan to value r~quirements or the inherent risk o f  the industry or project. For 
example, the lender will only loan 70% of the project’s cost. Ln this case, the business may not 
have the cash to bridge the gap, or if the business bridges the gap, its cash flow may be so 
restricted as to jeo~ardize the business. In order to document this gap, several steps need to be 
undertaken. The lender needs to be contac~ed to d e ~ e ~ i n e  if there is ability to increase the 
size of their loan. Other lending sources, both public and private, to be explored. This 
includes looking at the business o ~ e r ~ ~ )  personal financial statements for potential funds, 
including home equity loans. Finally, in ~ d d i t ~ o n  to looking at the business and personal fin an cia^ 
statements and tax returns, a proforma cash flow analysis needs to be prepared and analyzed, 
with and without RLF funds, to denioiistrate the gap. The terns and conditions of a loan under 
this gap analysis should be c o ~ p ~ r a b l e  to the market. 

Cost of Capital: The project cannot support the interest rate, loan term andlor collateral 
requirc3~ents of a lender. Jn analyzing this gap, discussions with the lender are important to 
detennine any flexibility in terms. A single project may not be able to support the rate, terms and 
~ollateral requiremeiits, or may just face a single hurdle. In addition, the gap may only exist in 
the early years of the project. To detennine the gap, business and personal financial statements 
and tax returns shall be analyzed. Sources of equity shall be explored. Public and private funding 
sources that would bridge the shall be evaluated. Proforma cash flow analysis shall be 
developed with and without the funds to demonstrate the gap. Depending on the gap, the 
terms or rate shall be adjusted to a rate that allows the project to proceed but are not too 
generous. Terms can be adjusted to allow for deferrals of principal and or interest, or to allow 
loans to be amortized over a longer period. Interest rates can be adjusted, including increases in 
the rate over time as cash flow allows. 

F i ~ ~ ~ c i ~ l  Feasi roje~t: Each project will be examined to detennine the financial 
viability ofthe project, and thus the ~easonab~e  assurance that the public benefit will be realized. 
The current and past ~nancial  s t a t ~ ~ e n t s  for both the business and ind~viduais must be analyzed, 
along with lax returns and projections. The assump~~ons behind the projections must be critically 
analyzed. Income and expense costs shall be evaluated and compared historical~y, where 
a~plicab~e, and compared to industry averages (using guides such as Robert Monis Annual 
Financial ~ t a t e ~ e n t ~ ~ .  Project costs, including both hard and soft costs, must be determined to be 
reasonable. Accurate project costs are vital to d e t e ~ ~ n i n g  project feasibility. As pa3 of the 
financial ~ialysis,  the past, cun-ent, and projected ~ n a n c ~ a ~  data shall be analyzed to determine if 
the job estiniates are reasonable and s u p ~ o ~ a b l e .  Labor costs shall be gauged at the break-even 
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point. In addi~~on, labor costs shall be checked against industry averages, Any variations shall be 
cxp~ajned in the loan analysis. 

The terms and conditions of the RLF loan must be ~‘appropnate.” In general, the interest rate 
shall be set at a rate where available cash flow is able to meet debt obligations, after other 
obli6ations are met, with enough cash flow remaining to operate successfully. The loan term 
typically is based on the asset being financed, The term should not exceed the economic life of 
the asset being ~nanced. However a longer loan aino~izatjon schedule, with the loan due at the 
end of the economic life may be justi~able. 

Each loan shall include a written explanat~on of  the “appropriate” analysis that was undertaken, 
and the reason the tenns and conditions of  the loan were approved. Each loan decision shall also 
contain a c.erti~cation ~ t a t e i ~ e n t  by the City Manager that the loan has been reviewed according 
to ali u n d c ~ ~ r i t ~ n g  guidelines and regulations and that the loan is appropriate by state/federal 
de~i i i~ ion .  

: Flistorical and projected fina~icial stateme~ts will be subject to financial 
analysis to det ne the gap, and structure the terms and conditions of the RliF loan, as 
discussed abov t also to d e t e ~ i n e  that the project is feasible. In addition, using prudent 
u n d c ~ n t i n ~  ~uideljnes~ demonstrate that the proposed loan i s  of sound value and that past 
eaimings and future prospects indicate an ability to meet debt  obligation^ out of profit. 

~ ~ i f o ~ a t i o n  required to be submi~ed by the applicant will depend on the project, ownership 
structure and ~ i i e t h ~ r  it is an ongoing or start-up business. In general, the information r ~ u ~ r e d  is 
outlined in the RLF checklist that will be provided. 

The financial analysis will be designed to evaluate Uie business. The analysis will include 
spread of the current and past financial statements to deten~ine trends. The proforma statemen 
will then be compared to these s t a t e ~ e n ~ s .  Key financial ratios will be analyzed. The statements 
and key ratios will be compared to industry averages. Key ratios that will be analyzed include: 

‘ current assets/current liabi~ities. The ratio is a rough indication of  a 
firm’s ability to service its current obligations. A ratio of2:l will be eon§idered secure. 

Quick Ratio: cash and e~uivaients plus accounts & notes r ~ c e i ~ a b l ~ / c u ~ e n t  liabilities. 
This ratio is a refinement of the current ratio. A ratio of  1:l will be used to demon§~ate 
ample ~ ~ q ~ i ~ j ~ y .  

net profit and depreciation and depletio~-amo~ization 
e x p e n ~ e s / c ~ ~ e n t  portion of long-term debt. This ratio will be used to measure the ability 
to service long term debt. This ratio is a measure of a firm’s ability to meet interest 
p a ~ e n t s .  A cash flow coverage of 1.25 times debt service shall be used as a guideline. 

Debt to Worth: total liabilities/~angible net worth. This ratio i s  the relationship b e ~ e e n  
debt and a businesses net worth, A lower ratio i s  an i n d i ~ a t i o ~  of greater ~ o n g - t e ~  
financial safety and greater flexibility to borrow. In general, a debt to worth ratio o f  

P 



higher than 5 : i  shall not be exceeded as an iinde.~riting policy. There are exceptions 
when the industry average is high due to its capital intensive nature or when projections 
show the ratio lowering quickly. 

The value of collateral i s  compared to the amount of the loan. 
guidelines suggest that 125% of loan balance be use 

highly dependent on the quality and security of the collateral. The Lodi 
100% as a guideline, which shall oniy be lowered with specific and d ~ t a i ~ e d  analysis and 
explanation. 

Break-even Analvsis: The analysis of the project’s ability to port the projected labor 
costs and additional debt service at its break-even point ( ) will be analyzed to 
determine what proportion of the jobs can be supported at that BEP. This  will serve as a 
worst case look at the business prospects for success, ability to service new debt, and 
meet job c rea~io~re~ent ion  obligations. 

The financial and ratio analyses must be suppo~ed  by the business plan. The business plan must 
provide a clear understailding of the project, competition, market strategy, sales estimates, 
inana~emenf capacity and other factors. 

Lastly, to ensure ~ r o j e c ~  ~easibiljt~i, an evaluatio~ will be conducted of the experience and 
capacity of the business p ~ i n c i p a l ~  to manage the business and achieve the projections. 

; ~ ~ ~ ~ s t ~ e n ~ :  The return on equity inve§tnieiit is the amount of cash that the 
iiivc§tor~usii~es ner is projected to receive in relalion to their initial equity. For a sole 
proprietor, this equates to salary plus net income. The RLF should not provide more than a 
reasonable return on invest men^ to the business owner. This will help ensure that the 
niaximiz~ the use o f  RLF funds and not unduly enrich the business owner(s)/in 
However care shall be taken to ensure that the rate of return will not be too low so that the 
busirless owner’s ~ o t i v a t ~ ~ n  r ~ m a i ~ ~  high to pursue the business with vigor. 

if the project’s ncial retums are projected to be too low to motivate the business and/or 
invest.or to proc with the project, the risks of the project may outweigh the returns. An 
inadequate rate o turn adjusted for industry and locational risks, is a third method used to 
determine the gap appropria~e to be funded with RLF funds. To analyze this gap, the projected 
return on inve§~men~ must be comp to the return on investment on similar projects. If it is 
shown that a gap does exist then th ~ n ~ n ~ i n ~  rate and terms must be set at a rate ~ ~ i c ~  
provides a return equal to the “market rate.” Real estate app~a i s~ r s  and lenders will be used as 
sources o ~ i n f o ~ a t i o ~  or1 “ m ~ k e t  rate” retwns. 

asis: To the extent ~~acticable,  
should be disbursed on a pro rata basis with other funding sources to avoid placing RLF funds at 
a greater risk than other fund in^ sources. when it i s  determined that it is not practicable to 

LF hnds  on a pro rata basis, other steps shall be taken to safeguard RLF funds in the 
event of  a default. 
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Sta 
minimum level o 
i n ~ n ~ n ~ u i i ~  ~ t a n d ~ ~ s  are: 

e ~ e ~ t :  Each project will be reviewed to determine if a 
efit will he obtained from the expenditure of  RLF funds. The 

(I Project site within the incorporated bounda~ies of the City of  Lodi. 
The project must lead to the cre n or retention of at least one full-time equivalent job 
per $35.000 or fraction thereof o 
The timing of job creation must he reasonable in relation to the receipt o f  RLF assistance. 

funds borrowed. 
8 
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